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1. On 13 Jul 5% the-Saudi Govermment ordered that no Germans
could leave the country. Pirst rumors hed it that tlis action
was prompted by reports that Julius Berger Co, partner in
Govencd, was owned by Jewish capital and that proceeds from
its contracts were reaching Israel. Then on the afternocon of
19 July the Government closed Govenco's Purchesing Office and
on the following morning all the company's offices were secured
by an armed guard. The outside operstion, however, continued to
function. At this time whet appesred to be the real reason for
the Government's action made itself apparent. The Head of
Govenco's Local Purchasing Cffice, Mr /fou/ Bonza, who was
discharged as the repult of a dispute with his superiors and
reportedly detained in the Compound to await deportation from
the country, menaged to reach Prince Peisal to whom he allegedly
revealed that: (1) irregularities were cocurring in Govenco's
purchasing operations; (2) that payments were being mide %o
certain Government officials; and (3) that Julius Berger Co had
Jewish connections. Presumably on the basis of Bonza's testimony,
Falsal ordered all Germane detained in the country and subsequently
cloged Govanco's offices. Then he appointed a cormittee of
8lx, headed by Prince Sultan, to conduct a full investigation of
the Cerman compsny's records. |

2. On b August, Mr Otto Starke, President of govenco, wag summoned
to appear before the Deputy Director of Public Security and was
told that, by order of Amir Feisal, the Govenco contract with
the Government wvas annulled. A subgequent order forbede Starke
to have any contect with Govenco employees, who, it is understood,
were being offered seperate contracts with the Saudi Arab Goveranent .
One unsubstentiated report had it that the arrest of the Minister
of Finence, by order of Amir Sultan, was prevented only by His
Majesty's personal interventicn. Other informetion picked up
vag to the effect that the local Govenco bank accounts! were frozen,
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that a Department of Public Works was being set up under Amir Sultan,
and that most work now belng carried out by Govenco will eontinue but
as a direct Saudi Govermment Public Works operation. No official
announcement of any of the foregoing has, however, as yet been made.

3. As far as we can determine the leading accusation involving Qovenco's
marking up original invoices before presenting them to the Government
for collection has not been proved. The gecond indictment that
Govenco wee paying out large amounts to Government officials has
reportedly been substantiated by the committee, and while this practice
would not seem to be incriminating on legal grounds, it has nevertheless
cast s dark shadow over Govenco's operations. Little more hag been said
about Julius Berger's supposed Jewish connections. i

k., On the basis of present findings, the Governmment's reaction !appeara to
pve that it bas been peylng excegsively for Govenco's services, especially
wvhen the Cermen company can afford to share its profits on & genercus
vesis with certain local parties and still realize a satisfactory profit
jteelf. Added to this, Govenco's record of sccomplishments has been
anything but impressive, though it cannot be entirely blsmed for this
fact. It eppears doubtful that the f£insl results of the investigating
committee will cause Govenco's complete downfell, There appesr to be
too many factors involved, political and otherwvise, to render a clean-
cut decision possible. It appears certain, however, that Govenco's
position and reputation have been geverely damaged, and if German persounel,
under vhatever contractual arrsngements, continue to work in Saudi Arabia,
they will be under considerable suspicion and will doubtless encounter
further difficulties accordingly. =
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